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Kmart Corporation 


1978 Highlights 


(Thousands) 

1978 

1977 

Sales 

$11,695,539 

$9,941,398 

Kmart, Kresge and Jupiter stores 

1,891 

1,782 

Net income 

$ 343,706 

$ 297,818* 

Earnings per common and common equivalent share 

$2.74 

$2.39* 

Cash dividends declared 

Per share 

$ 87,854 

72c 

$ 68,064 
56$ 

Employee compensation and benefits 

Per sales dollar 

$ 1,707,753 

14.60% 

$1,416,464 

14.25% 

Depreciation and amortization—owned assets 

Per sales dollar 

$ 77,291 

.66% 

$ 64,513 

.65% 

Property additions—owned assets 

$ 217,410 

$ 161,996 


^Restated 
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K mart Corporation 

To Our Shareholders 


We are pleased to report record 
sales and profits for 1978. K mart 
Corporation sales for the 5 3-week 
fiscal year ended January 31,1979 
were $11,695,539,000, an increase 
of 17.6% over the sales reported 
for the 52-week fiscal year ended 
January 25,1978. 

Consolidated net income for 
the year was $343,706,000, up 
15.4% from the $297,818,000 
earned in 1977. Earnings per 
common and common equivalent 
share were $2.74 compared with 
$2.39 for 1977 - 

Two accounting adjustments 
had a significant impact on 
operating results: 

In the last quarter of 1978 
K mart adopted, retroactively. 
Financial Accounting Standards 
No. 13, Accounting for Leases. 
Prior year financial statements 
have been restated to reflect this 
accounting change. The total 
effects of lease capitalization have 
reduced earnings per share by 
$.09 in 1978 compared with $.08 
in the prior year before currency 
fluctuations. Currency losses were 
$.02 per share in 1978 compared 
with $.03 per share in the prior 
year, after restatement for leases. 

The inflationary effect on 
inventory as measured by the 
last-in, first-out (LIFO) method 
was substantially greater in 1978 
than the prior year. If the first-in, 
first-out (FIFO) method of 
inventory accounting had been 
used by the company, inventories 


would have been $131.1 million and 
$72.8 million higher than reported 
at January 31,1979 and January 25, 
1978, respectively. 

Quarterly dividends were raised 
to an annual rate of $.72 per share. 
This 29% increase became effec¬ 
tive with the June 1978 quarterly 
payment of $.18 per share, and 
marks the 14th consecutive year 
that dividends have been 
increased. 

Perhaps the most significant 
operational change which 
occurred during 1978 related to a 
restructuring agreement between 
the company and G. J. Coles & 
Coy. Limited, the dominant 
general merchandise and food 
retailer in Australia. In December, 
this agreement transferred the 
company’s 519& interest in K mart 
(Australia) Limited and certain 
other assets in exchange for newly- 
issued Coies’ shares representing 
20% of the total outstanding 
shares of Coles. K mart, as the 
largest shareholder of Coles, will 
not only continue to participate in 
the management and operations 
of K mart (Australia), but com¬ 
pany representatives will also par¬ 
ticipate in Coles’ management and 
have two seats on the Coles’ 

Board of Directors. 

For 1978, the results of K mart 
(Australia) Limited for its full 
financial year are included in the 
company’s 1978 consolidated 
financial statements. As noted in 
The Year in Review, K mart’s 
share of Australian earnings in 
1978 was $5.9 million, up sharply 


from the $2.6 million earned in 
1977- 

In 1979, we will no longer 
include in our store count the 
Australian K mart stores in 
operation and the stores to be 
built in Australia. Neither will we 
consolidate the Australian sales 
and operations in K mart con¬ 
solidated statements. We will, 
however, report our share of 
Coles’ earnings on an equity basis 
and receive dividends on the 
shares held. The effect of the 
restructuring is expected to give ■ 

further impetus to K mart 
expansion in Australia. This will 
be mutually advantageous to 
Coles and K mart, and provide 
increased cash flow and reported 
earnings for K mart Corporation. 

As of January 31,1979, K mart 
Corporation was operating 1,49 6 - 
K mart discount department 
stores, 313 Kresge variety stores 
and 82 Jupiter limited-line dis¬ 
count stores in the United States, 
Canada and Puerto Rico. All 
divisions are profitable. Over 95% 
of sales and profits are produced 
by K mart stores. 

Early in the expansion of the 
K mart division in the ’60s, 
primary emphasis was placed on 
the Sun Belt in the United States. 
The emphasis related in part to 
the desire to avoid further erosion : 
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of the profitability of our variety 
stores which were clustered 
mainly in the Midwest and 
Northeast. The principal reason 
was to establish an early and 
strong position in order to take 
advantage of the evolving 
demographic trends. 

Although we are described as a 
national general merchandise 
retailer, there probably is not rec¬ 
ognition of the excellent balance 
we are achieving. With our rapid 
and successful expansion into the 
Northeast, we now are producing 
annualized sales volume in our 
five U.S. regions ranging from a 
i low of about $2 billion to a high 
: of about $2.5 billion. 

Our primary thrust has been to 
achieve strong representation in 
the major metropolitan areas of 
the country. We are now operat- 
; ing in 257 of the 275 SMSAs (U.S. 
Department of Commerce 
designated Standard Metro- 
! politan Statistical Areas). 

Our expansion in the metro- 
' politan areas continues to be 
largely in the higher-growth 
potential suburban sections. Also, 
' to a somewhat greater degree, we 
: are today building K marts in the 
' older higher-density, viable areas 
: of the cities. 

■ With the development and 
implementation of our smaller 
. K marts—40,000 and 55,000 

■ square feet—we have also moved 
importantly into the smaller 

’ industrial and agricultural-based 
cities throughout the country. 


The map on the inside of this 
report’s cover pinpoints the 1,395 
K marts in operation in the 48 
contiguous United States at the 
end of the fiscal year. 

To service K marts in existence 
today, the parent company oper¬ 
ates six major distribution centers. 
To better serve these stores and 
to prepare for strong future 
expansion, we have planned an 
additional five distribution 
centers with 5.6 million square 
feet of warehouse space, which 
will be constructed by 1981. 

Consumer demand continues 
relatively strong early in the 1979 
fiscal year. We expect, however, 
the continued monetary restraint 
and increasing inflationary pres¬ 
sures will lead to a contraction in 
the economy in the latter months 
of the year. In the less buoyant 
economy that is expected, the 
consumer, faced with escalating 
food, energy and housing costs, 
will have less discretionary 
income, and will be less likely to 
contract for major purchases. In 
any event, the consumer will be 
more concerned about price and 
value of purchases. Providing a 
broad range of first-quality basic 
general merchandise, and 
high-value, lower-priced apparel, 
K mart expects to achieve sales 
increases well above the 8 % 
forecasted for the general mer¬ 


chandise industry. A strong pro¬ 
gram to control our inventories in 
line with sales demand, improve 
our turnover of merchandise and 
increase our productivity has 
been designed to assure us a 
successful performance in 1979- 

Our segment of general 
merchandise retailing is favored 
by fundamental economic and 
demographic trends. We have an 
unparalleled base of modem 
stores served by an advanced 
distribution system—and sub¬ 
stantial expansion potential. 

We have strength and great 
depth within our merchandising 
and operating organizations. We 
continue to improve productiv¬ 
ity and efficiencies in all phases of 
operations, and are committed to 
the utilization of advanced tech¬ 
nology to the extent it can be cost 
justified and provide vital infor¬ 
mation to the decision makers at 
all levels of the organization. 

March 19,1979 



Chairman of the Board 
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Vital Movement 


Increasing the productivity in an 
organization is the only way a busi¬ 
ness can continue to be competitive 
and profitable so that it will be re¬ 
sponsive to consumer needs over the 
long run. In the last decade, there 
has been a growing concern in the 
United States that the rate of increase 
in the productivity of the American 
worker has declined. This factor has 
had a major impact on the steady rise 
in prices to consumers. 

K mart Corporation has devoted 
considerable effort over the years to 
developing policies, systems and pro¬ 
cedures that increase the efficiency 
of our operation at all levels. Our 
successes have been demonstrated 
in very positive ways. Our sales per 
square foot of selling area, a common 
measure of productivity in retailing, 
has continuously improved at a rate 
faster than the underlying inflation 
rate. While it has been necessary to 
raise some prices each year, price in¬ 
creases in general merchandise retail¬ 
ing, and more specifically at K mart 
Corporation, have been well below 
the rate of consumer price increases 
in the country as a whole. 

As we perform the day-to-day task 
of running our business and as we 
prepare for the challenges of the 
1980s, we are mindful that we must 
keep before us the questions: “Can 
we increase our efficiency? Can we 
improve our productivity?” We be¬ 
lieve we are highly capable of sig- 
1 jficantly improving our produc¬ 
tivity as measured by sales per square 
foot of selling area, sales per em¬ 
ployee, and sales per dollar of assets 
utilized. 


There is a vital movement within 
K mart that begins with the recogni¬ 
tion that our past performance will 
not be a prelude to the future unless 
we improve our productivity. It con¬ 
tinues with an attitude that no part of 
our operation is so highly efficient 
today that it cannot be made more 
productive tomorrow. It involves a 
commitment to invest company re¬ 
sources in the most promising areas 
to improve productivity. Further¬ 
more, we are convinced the most 
important key to improved produc¬ 
tivity lies in our employees’ great 
capacity to contribute and willing¬ 
ness to work more effectively. These 
attributes are limited only by man¬ 
agement’s ability to recognize new 
ideas and to give them a chance to be 
tried. 

On the inside cover of this report 
is a map depicting K mart represen¬ 
tation in the 48 contiguous United 
States as of January 31,1979. There 
are 1,395 K mart locations on the 
map. Of particular significance is the 
fact that 795 of those K mart dots 
were added in just the last five years— 
a program made possible because 
of the development of store proto¬ 
types that permit the K mart mer¬ 
chandising presentation to be suc¬ 
cessfully conducted in smaller build¬ 
ing sizes. This in turn has allowed 
us to reach customers that are geo¬ 
graphically situated in smaller com¬ 
munities. 

The most recent addition to our 
set of prototypes made its debut in 

the fall of 1977. This is our 55,000- 

square foot unit, designed for trade 
areas where our 40,000 square foot 
building would be too small and our 
68,000 square foot unit would be in¬ 
appropriately large for the potential 
market. All of our prototypes are de¬ 
rivatives of our 84,000 square foot 


store designed for densely populated 
areas, and still the principal dement 
of our expansion program. At the 
end of 1978, there were 24 of these 
new 55,000 square foot stores in op¬ 
eration, with more than 100 addition¬ 
al locations already under review. 

This careful fitting of the store size 
to the trade area to be served has al¬ 
lowed us to greatly increase our po¬ 
tential for expansion since 1973 and 
has enabled us to improve upon our 
high rate of sales per square foot, 
which is a cornerstone for increasing 
productivity. 

One of the major areas for increas¬ 
ing the productivity in the retailing 
industry is via improvements in the 
methods of getting merchandise 
from vendors to stores. The key con¬ 
sideration in developing a master 
plan for our distribution network 
into the 1980s is the location of the 
stores contemplated. The next key 
consideration is providing a service 
level to the stores that assures a 
steady flow of new merchandise on a 
timely and efficient basis. 

During 1978, plans were adopted 
for the construction of five new dis¬ 
tribution centers to be opened by 
1981. A total of 5.6 million additional 
square feet of distribution center 
capacity will result. These new cen¬ 
ters will incorporate the latest tech¬ 
nology in materials handling and 
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computerized work processing. Fur¬ 
thermore, the facilities are designed 
to have expanded functions and 
capabilities relative to centers that 
were built in the late 1960s and early 
1970s. 

At the same time, the company is 
taking steps to improve the efficiency, 
as measured by store-level service, for 
merchandise delivered to the stores 
outside of our private network. This 
involves working closely with our 
vendors and the transportation in¬ 
dustry to make sure we receive the 
fall economic advantage inherent in 
shipping more than 5,000,000,000 
pounds of goods throughout the 
United States each year. 

Another major commitment to in¬ 
creased productivity in the 1980s is 
KIN, an acronym for K mart Infor¬ 
mation Network, which is a com¬ 
puter information processing system. 
KIN evolved out of the need to more 
efficiently and accurately process the 
vast amount of information gener¬ 
ated at each store and the need to 
cope with the gathering, analyzing 
and reporting of this information at 
K mart headquarters. This system 
simplifies store office processing of 
cash and sales data, ordering and 
invoicing information and payroll 
records. Information is exchanged 
daily between the main office and 
KIN stores. 



The philosophy from the outset 
has been that stores will not be asked 
to do anything differently than they 
did before in basic procedures, but 
with the mini-computer they will be 
able to improve the speed and quality 
of reporting. 

Although the initial KIN applica¬ 
tions were accounting and financial 
reporting, currently we are focusing 
much of our attention upon mer¬ 
chandising applications that will 
speed up the implementation of deci¬ 
sions made at store level. Thus far, 
two successful merchandising appli¬ 
cations have proven the viability of 
the system for use in the merchandis¬ 
ing area. K mart stores on the KIN 
system order merchandise from our 
distribution centers by keying in or¬ 
ders on their store terminals which 
are transmitted via telephone to 
K mart’s distribution centers. KIN 
stores can also use the system to 
order merchandise from a limited 
number of suppliers by sending or¬ 
ders through the store terminals to 
suppliers via the central computer. 

By eliminating delays caused by 
mailing documents and manually 
processing orders, merchandise can 
be delivered to KIN stores several 


days quicker than it can be delivered 
to stores not presently tied into the 
system. This means fewer merchan¬ 
dise shortages at KIN stores for a 
shorter period of time, less inventory 
investment, higher turnover and 
greater store profits. The company 
has assigned a special management 
team to farther develop merchan¬ 
dising applications and additional 
uses in the parent and subsidiary 
companies. 

At the close of the past fiscal year, 
105 K mart stores were u tilizin g the 
KIN system and about 200 more 
K marts will be added during 1979- 
If progress continues as expected, 
within five years all U.S. K marts and 
large Kresge variety stores will be 
tied into K mart’s information net¬ 
work. A similar information network 
has been developed by our Canadian 
subsidiary which is tailored to its 
specific needs. 
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The greatest challenges to improv¬ 
ing productivity lie at store level. 

And it is here where new ideas in 
layout and fixturing and in employee 
motivation are implemented con¬ 
tinually. 

The 55,000 square foot prototype 
provides some good examples of 
layout and fixturing innovations 
that more efficiently utilize space 
and people. These new concepts are, 
in many cases, incorporated into 
smaller and larger size stores. 

Although the camera and jewelry 
departments in K marts have always 
been next to each other, in the 55,000 
square foot unit they have been 
combined into a “T” layout enabling 
the same sales people to wait on 
customers in both of these service- 
ariented departments. 

At the service desk, what once was 
the unproductive side of the desk has 
been allocated to a merchandise dis¬ 
play. The employee who greets and 
directs customers near the front 
doors, and who is usually stationed 
outside of the service desk, is now 
behind the service desk to also handle 
refunds and the cash register for the 
service desk merchandise sales. 

This concept of using staffers in 
a number of areas and/or jobs 
prompted the decision to designate 
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employees “area personnel” rather 
than employees of specific depart¬ 
ments. This flexibility not only in¬ 
creases productivity, but stimulates 
employees’ interest by broadening 
their horizons and capabilities. 

Productivity on the sales floor has 
been increased by piggy-backing 
some of the checkout stations (plac¬ 
ing two registers in each checkout 
lane). This new design releases ap¬ 
proximately 200 square feet of for¬ 
mer service area for selling area with¬ 
out sacrificing the efficiency of the 
checkout operation. 

Beyond the innovations in new 
stores, management also strives for 
greater productivity in existing 
K marts. Just reviewing a few areas 
illustrates the effectiveness of this 
pursuit. 

In an effort to show women’s and 
children’s fashions to better advan¬ 
tage, a program was initiated in the 
late 1970s to convert the ready-to- 
wear departments to all hanging dis¬ 
plays. The change has enhanced the 
look of the departments and the ap¬ 
peal of the garments. And incidental 
benefits have greatly increased pro¬ 
ductivity. Shoppers do not need as 
much assistance when selecting mer¬ 
chandise from hanging displays as 
they do when choosing from folded 
garments on tables. It is much easier 
for employees to maintain hanging 
displays. To further aid them, ar¬ 
rangements have been made with 
many suppliers to deliver more mer¬ 
chandise already on hangers. In a 
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typical department, work hours have 
decreased and sales per work hour 
have increased. 

When space becomes available in 
existing K marts, 1,000 square foot 
Book Korners are being created, en¬ 
larging book departments from ap¬ 
proximately 300 square feet. In most 
cases, the paperback and children’s 
books, which are generally in differ¬ 
ent parts of the store, are consoli¬ 
dated and the assortment expanded. 
The selection of hardcover books is 
increased by jo percent. Book Kor¬ 
ners generate additional sales and 
profits, and the consolidation aids 
inventory control and employee 
maintenance. 

A physical environment that fos¬ 
ters efficiency is only one element in¬ 
creasing productivity at store level. 
Another important element is moti¬ 
vating people. At headquarters, the 
corporate training department devel¬ 
ops tools to educate and stimulate 
all store employees. 

A successful tool that has been in¬ 
volving people for almost two years 
is the Management Group Develop¬ 
ment Program. From actual prob¬ 
lems sent in by store managers, case 
studies have been developed that are 
aimed at getting store management 
teams into the habit of communicat¬ 
ing and solving problems positively. 
The case studies are dry runs that 
prepare management personnel to 
cope with people-related problems 
at their individual stores. 



All stores are required to have a 
minimum of one class a week for all 
full-time and part-time employees. 
Once or twice a month the class is 
devoted to a training film prepared 
by the corporate training depart¬ 
ment. The topics for other classes are 
left up to the discretion of the store 
management team. These classes 
underscore the importance the com¬ 
pany places on upward and down¬ 
ward communication. After man¬ 
agement’s presentations, the classes 
become forums for employee input. 
Employees are encouraged to ask 
questions and express their ideas. 
Additional classes are held for spe¬ 
cific groups such as checkout oper¬ 
ators or sales personnel. 

The larger the store base becomes, 
the more difficult person-to-person 
communication becomes between 
corporate executives and store man¬ 
agers. To help bridge the distance, a 
video network is being developed. 
Still in its infancy' the network has 
been used several times to bring cor¬ 
porate management’s message to 
store managers. Being able to see the 
executives and hear their enthusiasm 
and encouragement bolsters the feel¬ 
ing of unity that field people need to 
have with headquarters. And as the 


company grows, this need changes 
from important to vital. 

Retailing used to be described as a 
simple business. The complexities of 
the modern day negate that idea. The 
challenge to being a successful retail¬ 
er, however, remains the same. Hav¬ 
ing the right merchandise, in the 
right quantities, at the right time and 
in the right place, but most impor¬ 
tantly, at the right price, will only be 
possible in the future by improving 
our productivity—space productiv¬ 
ity, people productivity' and asset 
productivity. K mart accepts these 
challenges eagerly, for we see sub¬ 
stantial opportunities for bottom- 
line improvement stemming from a 
concerted effort to increase produc¬ 
tivity. 
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K mart Corporation 


io-iear Performance Summary 


1978 1977 


OPERATING RESULTS (Millions) 



Sales 

$11,696 

$9,941 

Licensee fees and rental income 

117 

106 

Equity in income of affiliated retail companies 

22 

17 

Cost of merchandise sold 

8,566 

7,299 ' 

Advertising 

273 

240 ' 

Selling, general and administrative expenses 

2,230 

1,845 1 

Interest expense—net 



Debt 

17 

12 

Capital leases 

115 

104 

Income before income taxes 

634 

564 

Income from retail operations 

342 

296 ■ 

Net income 

$ 344 

$ 298 

Earnings per common and 



common equivalent share 

$ 2.74 

$ 2.39 

FINANCIAL STATISTICS Return on sales 



Income before income taxes 

5.4% 

5.7% ‘ 

Income from retail operations 

2.9% 

3 . 0 % 

Net income 

2.9% 

3.0% 

Debt as a percent of capitalization 

44.4% 

47.7% ■ 

Return on assets (beginning) 

7.7% 

7.5% 

Return on stockholders’ equity (beginning) 

20.8% 

21.1% 

Employee compensation & benefits, per sales dollar 

14.6% 

14.3% ■ 

Book value per share 

$ 15.68 

$13.56 

Current ratio 

1.9 

1.9 

SALES AND STORE STATISTICS Sales Analysis (Millions) 



K mart 

$11,208 

$9,447 • 

Kresge and Jupiter 

488 

494 


$11,696 

$9,941 

U.S. 

$10,682 

$9,064 : 

Foreign 

1,014 

877 . 


$11,696 

$9,941 

Stores in Operation 



K mart 

1,496 

1,367 ■ 

Kresge and Jupiter 

395 

415 


1,891 

1,782 

U.S. 

1,718 

1,582 

Foreign 

173 

200 


1,891 

1,782 

Selling Area Square Feet (Millions) 



K mart 

89.6 

82.8 

Kresge and Jupiter 

_4J 

_5J3 


94.3 

88.1 

COMMON STOCK MARKET DATA Price range-high 

29% 

40% ; 

—low 

22% 

25% 

P/E Ratio (average) 

9 

13 

Dividends declared 

$ .72 

$ .56 

Dow Jones Ind. Index—high 

908 

1,000 

-low 

742 

801 


Data reflects restatement for retroactive adoption of accounting for leases, the effect c 
of UFO in 1974, all poolings-of-interests, stock splits and reclassification of state an 
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1976 

1975 

1974 

1973 

1972 

1971 

1970 

1969 

$8,382 

$6,798 

$5,536 

$4,633 

$3,837 

$3,100 

$2,559 

$2,185 

91 

79 

73 

66 

63 

60 

52 

45 

11 

7 

3 

3 

2 

2 

1 

1 

6,147 

4,991 

4,197 

3,462 

2,868 

2,302 

1,918 

1,645 

191 

157 

137 

107 

90 

68 

65 

54 

1,559 

1,252 

1,010 

824 

695 

570 

468 

395 

8 

12 

21 

13 

8 

9 

9 

8 

95 

77 

63 

50 

38 

28 

19 

14 

484 

395 

184 

246 

203 

185 

133 

115 

261 

204 

99 

131 

112 

94 

65 

54 

$ 262 

$ 196 

$ 102 

$ 133 

$ 114 

$ 96 

$ 66 

$ 54 

$ 2.11 

$ 1.61 

$ .85 

$ 1.11 

$ .97 

$ .84 

$ .60 

$ .52 

5.8% 

5.8% 

3.3% 

5.3% 

5.3% 

6.0% 

5.2% 

5.2% 

3.1% 

3.0% 

1.8% 

2.8% 

2.9% 

3.0% 

2.5% 

2.5% 

3.1 % 

2.9% 

1.8% 

2.9% 

3.0% 

3.1 % 

2.6% 

2.5% 

49.6% 

51.0% 

51.9% 

45.3% 

43.6% 

51.7% 

51.1% 

47.1 % 

7.8% 

7.2% 

4.3% 

6.7% 

7.4% 

7.6% 

6.2% 

6.2% 

■ 22.4% 

19.8% 

11.3% 

16.9% 

20.7% 

20.9% 

18.2% 

17.4% 

14.3% 

14.3% 

14.5% 

14.4% 

14.6% 

14.5% 

14.7% 

14.5% 

■ $11.62 

$ 9.69 

$ 8.25 

$ 7.55 

$ 6.57 

$ 4.93 

$ 4.14 

$ 3.47 

1.9 

2.0 

2.2 

1.8 

1.8 

2.0 

2.1 

1.5 

$7,870 

$6,273 

$5,002 

$4,101 

$3,288 

$2,557 

$2,014 

$1,640 

512 

525 

534 

532 

549 

543 

545 

545 

- $8,382 

$6,798 

$5,536 

$4,633 

$3,837 

$3,100 

$2,559 

$2,185 

$7,552 

$6,108 

$4,968 

$4,207 

$3,490 

$2,812 

$2,329 

$1,994 

; 830 

690 

568 

426 

347 

288 

230 

191 

; $8.382 

$6,798 

$5,536 

$4,633 

$3,837 

$3,100 

$2,559 

$2,185 

• 1,206 

935 

803 

673 

580 

486 

411 

338 

440 

478 

523 

571 

603 

636 

662 

684 

; 1,646 

1,413 

1,326 

1,244 

1,183 

1,122 

1,073 

1,022 

1,458 

1,233 

1,158 

1,091 

1,034 

978 

937 

892 

188 

180 

168 

153 

149 

144 

136 

130 

1.646 

1,413 

1,326 

1,244 

1,183 

1,122 

1,073 

1,022 

1 74.6 

60.3 

52.6 

44.3 

37.7 

31.4 

26.1 

20.8 

’ _57 

_6d 

_6J5 

_ 7A 

_^8 

_ 82_ 

_as 

_as 

80.3 

66.4 

59.4 

51.7 

45.5 

39.6 

34.6 

29,6 

' 43% 

35% 

38% 

51 Vs 

49% 

33% 

19% 

203/8 

31V4 

20% 

18% 

28% 

31 Vz 

18% 

11 Vs 

12% 

18 

18 

34 

35 

42 

31 

26 

32 

■ $ .32 

$ .24 

$ .22 

$ .20 

$ .173 

$ .167 

$ .147 

$ .133 

1,014 

881 

891 

1,051 

1,036 

950 

842 

968 

858 

632 

577 

788 

889 

797 

631 

769 


hich was not material to operating results [See Notes to Consolidated Financial Statements-Notes (B) and (H)], the adoption 
heal income taxes. 
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Kmart Corporation 

The Ifear in Review 


Company Profile 

Kmart Corporation distributes a wide range of mer¬ 
chandise through the operation of a chain of discount 
department stores (K mart), variety stores (Kresge), and 
limited-line discount stores (Jupiter). 

Formerly known as the S. S. Kresge Company, K mart 
Corporation traces its origins to 1899 when its founder, 
Sebastian S. Kresge, opened a variety store in Detroit, 
Michigan, specializing in the sale of a limited line of low- 
priced merchandise. By the early ’60s, the company was 
operating more than 800 Kresge and Jupiter stores. Under 
the leadership of Harry B. Cunningham, then president, 
the first K mart was opened in March 1962. At January 31, 
1979, the company operated 1,496 K mart stores in combi¬ 
nation with 395 Kresge and Jupiter stores in the United 
States, Canada and Puerto Rico. K mart stores generate 
more than 95% of the company’s business and operate 
in 257 of the 275 Standard Metropolitan Statistical Areas 
(SMSAs) in the United States. 

From 1961, the year before the K mart program began, 
to the current fiscal year, sales and net income of the 
company have grown at approximate compound annual 
rates of 21 % and 24%, respectively. K mart is the second 
largest mass merchandising chain in the United States. 

Kmart stores are generally one-floor, free-standing 
units ranging in size from 96,000 square feet to 40,000 
square feet. Four basic prototypes have been strategically 
designed to service various demographic regions. For the 
heavily-populated urban and suburban areas of the 
country, the standard 84,000 square foot unit is used. 
Medium-sized cities or less densely populated areas 
utilize the 68,000 square foot unit. Smaller markets often 
found on the outer fringes of metropolitan areas and the 
smaller rural markets are served by the 55,000 square foot 
and 40,000 square foot stores, respectively. 

The company and its subsidiaries maintain a network 
of distribution centers and numerous smaller warehouses 
throughout the United States and Canada. 

The company has two wholly-owned subsidiaries that 
are part of the domestic retail group and operate depart¬ 
ments within all United States Kmarts. Kmart Apparel 
Corp. operates the company’s women’s ready-to-wear 
departments. K mart Enterprises, Inc. operates the com¬ 
pany’s sporting goods and automotive departments. Also, 
the company has a 49% equity in substantially all of the 
K mart footwear departments in the United States which are 
operated by the Meldisco Division of Melville Corporation. 

Additionally, the company is engaged in the life, acci¬ 
dent and health insurance field through its ownership of 
Planned Marketing Associates, Inc. 
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K mart Canada Limited, a wholly-owned subsidiary, 
operates 173 K mart, Kresge and Jupiter stores throughout 
Canada which are managed along organizational lines 
similar to the parent company. 

Restructuring of K mart (Australia) Limited 

In December 1978, a restructuring agreement between 
the company and G. J. Coles & Coy. Limited (Coles) was 
concluded that transferred the company’s 51 % interest in 
K mart (Australia) Limited and certain other assets and 
cash in exchange for newly-issued Coles’ shares repre¬ 
senting 20% of the total outstanding shares of Coles. As 
the largest single shareholder of Coles, the company will 
not only continue to participate in the management and 
operations of K mart (Australia), but company representa¬ 
tives will also participate in Coles’ management and have 
two seats on the Coles’ Board of Directors. 

Kmart (Australia) Limited was established in 1967 to 
develop Kmart stores in Australia in partnership with 
Coles. At December 1978, K mart (Australia) operated 39 
K marts throughout Australia. The results of operations 
for K mart (Australia) for its full financial year ending 
December 1978 are included in the company’s 1978 
consolidated financial statements. 

The company has been pleased with the operating 
results of the Australian K mart stores and is optimistic 
about their future performance and expansion. However, 
the company believed that the revised structure would be 
beneficial to both Coles and itself and will increase the 
company’s potential earnings and return on investment 
in Australia. 

Coles is the largest general merchandise and food 
retailer in Australia operating 582 units consisting of 
K marts, supermarkets and variety stores. On a pro forma 
basis in Australian dollars, including Kmart (Australia), 
Coles’ sales and net earnings approximated $2 billion 
and $45 million, respectively, for the 12 months ending 
December 1978. 

Additional information on the restructuring is sum¬ 
marized in Note (D) of the accompanying Notes to 
Consolidated Financial Statements. 

Store Expansion 

In 1978, the company opened 168 new K marts, contin¬ 
uing an aggressive program of store expansion which has 
contributed to the company’s pattern of consistent growth. 

Of the 168 K marts opened during the year, eight were 
in Canada and six in Australia. The 154 domestic K marts 
that opened during the year included 51 of the smaller 
prototype units bringing them to a total of 269 that have 
opened since 1974. 


The Australian K marts became part of G. J. Coles & 
Coy. Limited in December 1978, with the restructuring of 
K mart (Australia), as previously noted. 

At the year’s close, 1,718 domestic stores and 173 
Canadian stores were in operation. 

A summarization of the 1978 expansion program is 


provided in the following table: 




Stores in operation 

Kmart 

Kresge 

Jupiter 

Total 

January 25, 1978 

1,367 

329 

86 

1,782 

Stores opened 

168 


1 

169 

Stores closed 
Australian stores 

(39) 

(16) 

(5) 

(21) 

(39) 

Stores in operation 




January 31,1979 

1,496 

313 

82 

1,891 


In 1978, total Kmart selling area increased 10.8% to 
89.6 million square feet, restated for the restructuring of 
K mart (Australia). In the past 10 years, excluding 
Australian stores, Kmart square feet of selling area 
increased at a compound annual rate of 18.4%. The com¬ 
pany continued to close selected Kresge and Jupiter 
stores that did not meet corporate return on investment 
objectives. 

Retail Selling Area and Number of Stores 

(Millions) (Excluding Australian Stores) (Stores) 

105 2200 



Selling area in millions of square feet 
Number of stores 
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K mart Corporation 


Sales 

Sales reached an all-time high of S11.70 billion, up 
17.6% over last year's record of S9.94 billion. Following is 
a breakdown of domestic and foreign sales: 

% 

(In Millions U.S. $) 1978 1977 Increase 

Domestic $10,681.7 $9,064.2 17.8 

Canadian 604.9 572.1 5.7 

Australian 408.9 305,1 34.1 

Total $11,695.5 $9,941.4 17.6 

Despite unfavorable weather in the earlier part of the 
year and a mixed economic environment for most of the 
year, domestic sales exceeded expectations, especially 
during the last quarter of the year. Fiscal 1978 was a 53- 
week year compared with 52 weeks in the prior year. How¬ 
ever, fiscal 1978 sales for the comparable 52-week period 
increased a strong 16.2% for all stores and 8.1% for 
comparable stores over the prior year. 


Net Income 

Net income reached a record level in 1978 of $343.7 
million, an increase of 15.4% over the $297.8 million earned 
in 1977. Earnings per common and common equivalent 
share rose to $2.74 per share, an increase of 14.6% over 
the $2.39 per share in 1977. Pre-tax margins were 5.4% in 
1978 compared with 5.7% in 1977, and the net income mar¬ 
gin was 2.9% in 1978 compared with 3.0% in the prior year. 

Prior year amounts have been restated in 1978 to reflect 
the retroactive adoption of Financial Accounting Stand¬ 
ards No. 13 (FA$ 13), Accounting for Leases. Refer to 
Notes (B) and (H) of the accompanying Notes to Consoli¬ 
dated Financial Btatements for further information relating 
to leases. 

Following is a breakdown of domestic and foreign net 
income: 


% 


(In Millions U.S. $) 

1978 

1977 

Increase 

Domestic 

$324.6 

$284.1 

14.3 

Canadian 

13.2 

11.1 

19.3 

Australian 

_ S3 

_ Z6 

122.3 

Total 

$343.7 

£297,8 

15.4 


Sales 

(Billions) 



69 70 71 72 73 74 75 76 77 78 

10-Year Compound Growth Rate. 21.0% 


Net Income 

(Millions) 



10-Year Compound Growth Rate: 21.9% 


S350 


300 


250 


200 


150 


100 


50 


16 

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 



The increase in net income was the result of important 
sales gains, primarily in the fourth quarter, with a surpris¬ 
ingly strong consumer demand in most major markets 
compared with the prior year. Also, inventory levels were 
well-balanced during the year resuiting in less pressure 
on gross margins. Expenses were well-controlled despite 
escalating increases in such areas as minimum wages, 
social security taxes, advertising and energy-related costs. 

Offsetting these factors was the impact of a highly 
inflationary environment and its effect on inventory valua¬ 
tion through application of the last-in, first-out (LIFO) 
method. 

Currency fluctuation losses were $2.8 million in 1978 
compared with $3.9 million in 1977, restated for the retro¬ 
active adoption of lease accounting. 

Foreign Operations 

Despite Canada’s continuing economic problems and 
the weak Canadian dollar, K mart Canada Limited opera¬ 
tions continued to improve in 1978. In Canadian dollars, 
fiscal 1978 sales increased 13.3% with related net income 
increasing at a greater rate. During fiscal 1978, eight new 
K marts opened increasing total Canadian stores in 
operation to 173. 


Earnings Per Common and 
Common Equivalent Share 

(Dollars) 



10-Year Compound Growth Rate: 19 5% 


K mart (Australia) Limited sales and operations con¬ 
tinued to show significant increases. Gross margins in¬ 
creased slightly while expenses were well-controlled. 
Effective December 1978, as noted earlier, the company’s 
51% interest in Kmart (Australia) Limited plus certain 
other assets were exchanged for 20% of the capital stock 
of G. J. Coles & Coy. Limited, the major food and 
general merchandise retailer in Australia. 

Licensee Operations 

K mart footwear departments in the United States are 
operated by the Meldisco Division of Melville Corporation. 
K mart owns a 49% equity in substantially all of the 1,397 
domestic footwear departments in operation. 

Sales of the licensee footwear department were $496.0 
million in 1978, an increase of 13.1 % over sales of $438.4 
million in 1977. Kmart Corporation does not include the 
footwear department in its reported sales. Due to improved 
sales and operations and increased equity interest in 168 
departments as well as the addition of 154 new footwear 
departments in 1978, eauity in income increased 26.8% 
in 1978, to $21.6 million from $17.0 million in 1977. 

Further information on the company’s investment in 
Meldisco appears in Note (D) of the accompanying Notes 
to Consolidated Financial Statements. 

Results of Insurance Operations 

The operating results of Planned Marketing Associates, 
Inc. (PMA), the company’s wholly-owned insurance sub¬ 
sidiary, continued to improve in 1978 and reflected the 
continuing efforts of management to build for growth upon 
the foundations which were established in 1977. In that 
year, PMA began to concentrate on reducing the volume 
of unprofitable business while establishing a field force 
of career agents to market more conventional forms of 
insurance products. 

PMA markets life, health, property and casualty cover¬ 
ages through many methods of distribution. Its most 
rapidly growing operation is through a career sales force 
providing insured benefit programs to America’s inde¬ 
pendent retailers. Sales are concentrated in the food, 
drug, hardware and several related industries. Through 
additional staffing of its sales force, sales from this source 
more than doubled in 1978. 

See Note (D) of the accompanying Notes to Consoli¬ 
dated Financial Statements for further information on PMA. 
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Kmart Corporation 


Dividends Paid Per Share 

(Dollars) 



'69 70 71 72 73 74 75 76 77 78 
10-Year Compound Growth Rate: 20.0% 


Dividends 

Quarterly dividends declared were increased In .1978 
for the 14th consecutive year to an annual rate of $.72 
per share, an increase of 28.6% over the annual rate of 
$.56 per share in 1977. Dividends paid in 1978 were $.68 
per share, an increase of 36.0% over the $.50 per share 
paid in 1977. Dividends per share paid by quarter for 1978 
and 1977 were as follows: 


Quarter 

1978 

1977 

First 

$ .14 

$ .08 

Second 

.18 

.14 

Third 

.18 

.14 

Fourth 

.18 

.14 

Total 

$ .68 

$ .50 


This year’s increase of 36.0% again exceeded the com¬ 
pany's 10-year compound growth rate of 20.0%. 

Market Value of K mart Corporation Common Stock 
The following schedule presents a summary of the 
company's market value per common share as reported 
by the New York Stock Exchange Composite Transactions 
listing: 


Quarter 

High 

Low 

High 

LOW 

First 

27y a 

23V4 

40% 

31% 

Second 

28% 

23 

33% 

253/4 

Third 

29% 

24 

31% 

26% 

Fourth 

27% 

221/4 

311/4 

26 


Working Capital 

Working capital totaled $1.31 billion at January 31,1979, 
a new high for the company, and an increase of $76.5 
million or 6.2% from the end of the previous year. The 
ratio of current assets to current liabilities was 1.94 for the 
current year compared with 1.93 in 1977. 

Capital Expenditures 

Capital expenditures for owned assets increased 34.2% 
in 1978 to $217.4 million from $162.0 million expended in 
1977. The company’s aggressive store expansion program 
implemented to realize growth opportunities in the retail 
market has been funded internally for the past several 
years. Cash flow generated by operations is anticipated 
to finance future K mart expansion. 

Capital Structure 

As the result of retroactive restatement of the company's 
financial statements as required by Financial Accounting 
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Standards No. 13 (FAS 13), Accounting for Leases, capital 
leases are included as assets and debt-equivalent obli¬ 
gations on the balance sheet, with imputed costs associa¬ 
ted with these capital ieases included in the income state¬ 
ment. Kmart Corporation conducts its retail operations pri¬ 
marily in leased facilities under long-term leases. FAS 13 
requires substantially all company lease obligations to 
be capitalized and considered debt-equivalent obliga¬ 
tions. Refer to Note (H) of the accompanying Notes to 
Consolidated Financial Statements for a more detailed 
analysis of lease capitalization. 

The company’s financial policies have historically 
been formulated to assure a strong and viable financial 
structure. The continuing adherence to these policies has 
enabled the company to continue its aggressive expan¬ 
sion program and to provide a flexible framework within 
which to operate. 



The following presents the capital structure for fiscal I 
years 1978 and 1977 with the effect of capitalized leases: 


( Millions) 

1978 

1977 

Debt due within one year 

$ 48.2 

$ 45.4 

Long-Term Debt 

209.3 

210.8 

Obligations under 



Capital Leases 

1,293.9 

1,265.9 

Total Debt and Equivalent 

1,551.4 

1,522.1 

Deferred Income Taxes 

28.8 

21.6 

Equity 

1,915.7 

1,649.4 

Total Capitalization 

$3,495.9 

$3,193.1 


Total Debt and Equivalent as 
% of Total Capitalization 44.4% 47.7 % 


Capital Expenditures and Depreciation and 
Amortization—Owned Assets 

(Millions) 
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K man Corporation 


Stockholders' Book Value Per Share 

(Dollars) 



Stockholders’ Equity 

Stockholders’ equity increased to $1.92 billion in 1978, 
an increase of 16.1% over the $1.65 billion in 1977. 

Return on stockholders’ equity is the percentage return 
on the stockholders’ portion of capital, or net income 
divided by beginning equity. Return on equity was 20.8% 
in 1978 compared with 21.1% in 1977. K mart has shown a 
consistently good return on stockholders’ equity, among 
the highest of major retail companies. Stockholders’ book 
value per share was $15.68 in 1978, compared with $13.56 
per share in 1977, an increase of 15.6%. 


Equal Employment Opportunities 
The company continued to show marked progress in 
its commitment to provide equal employment oppor¬ 
tunities in all areas of employment. Particular emphasis 
has been placed in ensuring greater female and minority 
representation within its managerial and supervisory ranks. 
This is reflected in the company’s Employer Information 
Reports EEO-1 in the report category of “officials and 
managers” for the years 1975 to 1978 as summarized 
below: 


Year 

1975 

1976 

1977 

1978 


Total Persons 
Officials/Managers 
21,044 
22,686 
31,656 
34,231 


Percent of 

Females & Minorities 

41.2 

44.4 

46.5 

49.2 


Growth in the Future 


K mart’s aggressive retail expansion program includes 
the opening of approximately 175 new stores a year. About 
two-thirds will be the smaller-sized stores which will more 
efficiently service less populated areas. In addition, the 
company intends to continue expansion in existing stores 
of new departments such as pharmacy, building materials, 
home improvements and optical centers. Consolidated 
sales volume is anticipated to be $16 billion by the end 
of fiscal 1981, excluding Australian Kmart sales. The 
company’s objective is to gain an ever-increasing share 
of the mass merchandising market. 
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The company’s optimistic assessment of the future lies 
in its awareness of the increasing homogeneity of the 
American consumer, resulting from a high level of mobility 
and the influence of mass communication. The percep¬ 
tion that similarities in merchandise preferences of con¬ 
sumers throughout the country are far greater than the 
dissimilarities allows for the advantageous utilization of a 
national distribution of stores. Offered a wide choice of 
goods from auto supplies to prescription drugs at substan¬ 
tial cost savings, the increasingly value-conscious con¬ 
sumer will continue to patronize those stores that offer 
quality merchandise at a reasonable price. The company’s 
confident assurance in its ability to meet company goals 
is based on the existence of strong financial resources, 
experienced personnel and an outstanding retail store 
distribution network committed to consumer satisfaction. 

With K mart’s positioning in the market, there are many 
opportunities for further refinement and selection of mer¬ 
chandise which offer internal growth prospects that can 
significantly supplement its substantial external growth 
prospects and plans. 


Management Discussion and Analysis of Operations 

1978 compared with 1977: Sales for 1978 were $11.70 
billion, an increase of 17.6% over the $9.94 billion reported 
for 1977. Despite relatively soft sales earlier in the year, 
sales increased due to additional stores, new departments 
within existing stores, improved merchandising, the extra 
week in 1978 over 1977, and inflation. Income before 
estimated income taxes for 1978 was $634.0 million, up 
12.5% over 1977. Income from 1978 retail operations in¬ 
creased to $341.5 million, up 15.4% over the prior year. 
Consolidated 1978 net income was $343.7 million, an in¬ 
crease of 15.4% over the $297.8 million for 1977. Earnings 
per common and common equivalent share were $2.74 
compared with $2.39 in the prior year. Prior year amounts 
have been restated to reflect the company's retroactive 
adoption of Financial Accounting Standards No. 13, 
Accounting for Leases. 

Gross margins improved over the prior year due pri¬ 
marily to favorable comparisons in selling price adjust¬ 
ments and inventory shrinkage despite the higher infla¬ 
tionary effect resulting from the LIFO inventory valuation 
method. Total expenses were well-controlled but con¬ 
tinued to increase as a percentage of sales due pri¬ 
marily to inflationary pressures in such areas as salaries, 
social security taxes, advertising and energy-related 
costs. Currency losses after restatement for leases were 
$.02 per share compared with $.03 per share in the prior 
year. 

Equity in income of affiliated retail companies increased 
26.8% to $21.6 million reflecting a strong operating perform¬ 
ance by the footwear licensee as well as the company’s 
increased equity in 168 footwear departments. 

Payroll, property and franchise taxes were $199.7 
million in 1978, up 16.2% over 1977. Payroll taxes for 1978 
increased at a greater rate than salaries paid to employees 
primarily due to increased social security taxes. 

Employee compensation and fringe benefits increased 
20.6% to $1.71 billion. The increase was due primarily to 
the store expansion program and the increased costs for 
medical and pension benefits. 

Advertising costs were $272.9 million in 1978, up 13.8% 
over the prior year due to inflation and additional adver¬ 
tising programs. 

Depreciation and amortization expense in 1978 for 
property owned increased 19.8% over 1977 to $77.3 million. 
Amortization of leased property increased 10.3% to $69.1 
million. In addition, interest expense related to capital 
lease obligations increased to $115.1 million, a 10.5% 
increase over the prior year. These increases were due to 
the company’s continuing store expansion program. 

The effective income tax rate in 1978 was 46.1 % com- 
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Kmart Corporation 


pared with 47.5% in 1977. This reduction was due primarily 
to a substantially higher investment tax credit in the 
current year over the prior year. 

1977 compared with 1976: Sales in 1977 reached $9.94 
billion, up 18.6% over 1976. This increase was due pri¬ 
marily to new stores, additional departments in many 
K marts, intensification of merchandising and inflation. 
Income before estimated income taxes increased to 
$563.7 million, up 16.5% over 1976. Net income from all 
operations increased to $297.8 million, up 13.8%. Earnings 
per common and common equivalent share were $2.39 
in 1977 compared with $2.11 in 1976. 

All prior year financial amounts presented have been 
restated in 1978 to reflect the retroactive adoption of 
Financial Accounting Standards No. 13, Accounting for 
Leases. 

During 1977, competitive conditions and aggressive 
promotional activity caused some pressure on gross mar¬ 
gins. However, expenses were generally well-controlled. 
Also, the impact of inflation as reflected in the company’s 
earnings through the use of the LIFO method of inventory 
valuation was more significant in 1977 than in 1976. 

Licensee fees and rental income increased 17.1% over 
1976, due principally to excellent sales generated by the 
footwear licensee. 

Advertising expense was $239.8 million in 1977, an in¬ 
crease of 25.6% over the prior year. This increase was 
primarily due to a higher level of advertising promotions 
over the prior year. 

Payroll, franchise and property taxes were $171.9 mil¬ 
lion in 1977, an increase of 12.9% over the prior year. 

Depreciation and amortization expense for property 
owned was $64.5 million in 1977 compared with $55.9 
million in 1976, an increase of 15.5%. This increase was 
due to higher depreciation charges related to the com¬ 
pany’s accelerated store expansion program in 1977 and 
1976. Amortization of leased property in 1977 was $62.7 
million, an increase of 9.7% over the prior year. 

Start-up expenses were reduced in 1977 to $8.3 million 
from the 1976 level of $13.5 million. This reduction is due 
to a store opening program of 161 Kmart stores in 1977 
compared with the record 271 Kmart stores opened 
in 1976. 

The effective tax rate in 1977 was 47.5% compared 
with 46.0% in 1976. Factors contributing to this increase 
were primarily the reduction in the investment tax credit 
and increases in state and local income taxes. 


Report of 

Independent Accountants 

To the Stockholders and Board of Directors 
of K mart Corporation 

In our opinion, the accompanying consolidated 
balance sheets and the related consolidated state¬ 
ments of income, income retained for use in the 
business and changes in financial position present 
fairly the financial position of K mart Corporation and 
its subsidiaries at January 31,1979 and January 25, 
1978, and the results of their operations and the 
changes in their financial position for the years 
then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis 
after restatement for the change, with which we 
concur, in the method of accounting for leases as 
described in Note (B) to the consolidated financial 
statements. Our examinations of these statements 
were made in accordance with generally accepted 
auditing standards and accordingly included such 
tests of the accounting records and such other 
auditing procedures as we considered necessary in 
the circumstances. 

Price Waterhouse & Co. 

200 Renaissance Center 
Detroit, Michigan 
March 19,1979 
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Consolidated Statements of Income 


Fiscal Year Ended 


(Thousands) 

January 31, 

January 25, 


1979 

1978 

Sales 

$11,695,539 

$ 9,941,398 

Licensee fees and rental income 

117,271 

106,370 

Equity in income of affiliated retail companies 

21,613 

17,044 

Interest income 

10,147 

10,979 


11,844,570 

10,075,791 

Cost of merchandise sold (including buying and occupancy costs) 

8,565,699 

7,299,290 

Advertising 

272,888 

239,820 

Selling, general and administrative expenses 

Interest expense: 

2,229,915 

1,845,681 

Debt 

26,975 

23,163 

Capital lease obligations 

115,110 

104,128 


11,210,587 

9,512,082 

Income before estimated income taxes 

Estimated income taxes: 

633,983 

563,709 

U.S. 

244,714 

222,073 

Foreign 

17,855 

15,460 

State and local 

32,303 

31,909 

Tax effects of timing differences 

(2,391) 

(1,611) 


292,481 

267,831 

Income from retail operations 

341,502 

295,878 

Equity in income of insurance operations 

2,204 

1,940 

Net income for the year 

$ 343,706 

$ 297,818 

Earnings per common and common equivalent share 

$2.74 

$2.39 


Consolidated Statements of Income 
Retained for Use in the Business 


(Thousands) 

Income retained for use in the business at beginning of year 
Net income for the year 

Cash dividends declared—720 and 560, respectively 
income retained for use in the business at end of year 


Fiscal Year Ended 
January 31, January 25, 

1979 1973 

$ 1,308,073 $ 1,073,319 

343,706 297,818 

(87,854 ) (68,064 ) 

$ 1,563,925 $ 1,308,073 


See Notes to Consolidated Financial Statements. 

Certain amounts have been reclassified for comparative purposes. 
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Consolidated Balance Sheets 


(Thousands) 

January 31, 

January 25, 

Assets 

1979 

1978 

Current Assets: 



Cash 

$ 181,807 

$ 102,535 

Certificates of deposit 

11,750 

17,750 

Marketable securities, at cost approximating market 

46,966 

190,926 

Accounts receivable 

43,012 

58,399 

Merchandise inventories 

2,375,897 

2,148,645 

Operating supplies and prepaid expenses 

36,743 

33,691 

Total current assets 

2,696,175 

2,551,946 

Investments in and Advances to: 



Affiliated retail companies 

107,252 

34,300 

Insurance operations 

69,426 

57,890 

Other Assets and Deferred Charges 

21,846 

17,162 

Property: 



Land 

33,505 

34,062 

Buildings 

102,240 

88,602 

Leasehold improvements 

129,463 

93,777 

Furniture and fixtures 

878,764 

761,066 

Construction in progress 

39,437 

40,763 


1,183,409 

1,018,270 

Less—Depreciation and amortization 

469,053 

404,311 

Total property owned 

714,356 

613,959 

Leased property under capital leases, less accumulated amortization 



of $438,961 and $399,196, respectively 

1,227,205 

1,213,462 

Total property 

1,941,561 

1,827,421 


$4,836,260 

$4,488,719 

Liabilities 



Current Liabilities: 



Long-term debt due within one year 

$ 1,483 

$ 1,381 

Obligations under capital leases due within one year 

46,765 

44,004 

Accounts payable-trade 

935,691 

887,539 

Accrued payrolls, taxes and other liabilities 

253,185 

248,990 

Dividends payable 

21,986 

17,031 

Income taxes 

129,529 

121,984 

Total current liabilities 

1,388,639 

1,320,929 

Deferred Income Taxes 

28,811 

21,6.4 

Long-Term Debt 

209,256 

210,798 

Obligations Under Capital Leases 

1,293,888 

1,265,915 

Minority Interest in Australian Subsidiary 


20,018 

Stockholders’ Equity: 



Common stock 

122,142 

121,650 

Capital in excess of par value 

229,599 

219,722 

Income retained for use in the business 

1,563,925 

1,308,073 

Total stockholders’ equity 

1,915,666 

1,649,445 


$4,836,260 

$4,488,719 

See Notes to Consolidated Financial Statements. 




Certain amounts have been reclassified for comparative purposes. 
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Consolidated Statements of Changes 
in Financial Position 


Fiscal Year Ended 


(Thousands) 

January 31, 

January 25, 


1979 

1978 

Financial Resources Were Provided by: 



Net income for the year 

Charges (credits) not affecting working capital- 

$ 343,706 

$297,818 

Depreciation and amortization: 



Property owned 

77,291 

64,513 

Leased property under capital leases 

69,131 

62,651 

Increase in deferred income taxes 

Equity in undistributed income of affiliated retail companies 

7,197 

460 

and insurance operations 

(6,024) 

(7,584) 

Other 

(3,388) 

(858) 

Working capital provided by operations 

487,913 

417,000 

Obligations incurred under capital leases 

187,828 

159,253 

Proceeds from sale of property 

4,109 

6,582 

Property owned and leased exchanged in Australian restructuring 

137,914 


Sale of common stock under stock option and purchase plans 

10,369 

11,169 

Other 

6,933 

13,291 


835,066 

607,295 

Financial Resources Were Used for: 



Property additions: 



Property owned 

217,410 

161,996 

Leased property under capital ieases 

187,828 

159,253 

Cash dividends declared 

87,854 

68,064 

Investment in Australian retail affiliate 

Other increases in investments in and advances to affiliated 

65,611 


retail companies and insurance operations 

13,165 

11,642 

Reduction in long-term debt 

Reduction in capital lease obligations (including $106,344 related to 

1,542 

1,381 

Australian restructuring) 

154,401 

45,291 

Reduction in minority interest related to Australian restructuring 

22,695 


Other 

8,040 

2,821 


758,547 

450,448 

Increase in Working Capital 

$ 76,519 

5156,847 

Analysis of Changes in Working Capital: 



Increase (decrease) in current assets— 



Cash and certificates of deposit 

$ 73,272 

S (9,595) 

Marketable securities 

(143,960) 

(91,232) 

Accounts receivable 

(15,387) 

(7,791) 

Merchandise inventories 

227,252 

410,383 

Operating supplies and prepaid expenses 

3,052 

1,103 


144,229 

302,868 

Increase (decrease) in current liabilities- 



obligations under capital leases and long-term debt due within one year 

2,863 

4,123 

Accounts payable—trade 

48,152 

110,028 

Accrued payrolls, taxes and other liabilities 

4,195 

25,015 

Dividends payable 

4,955 

7,335 

Income taxes 

7,545 

(480) 


67,710 

146,021 

Increase in Working Capital 

$ 76,519 

$156,847 


See Notes to Consolidated Financial Statements. 

Certain amounts have been reclassified for comparative purposes. 
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Kmart Corporation 

Notes to Consolidated Financial Statements 


(A) Summary of Significant Accounting Policies 

Fiscal Year: The company’s fiscal year ends on the last 
Wednesday in January. Fiscal year 1978 consisted of 53 
weeks and ended on January 31,1979. Fiscal year 1977 
consisted of 52 weeks and ended on January 25,1978. 

Basis of Consolidation:The company includes all majority- 
owned retail subsidiaries in the consolidated financial 
statements. Investments in affiliated retail companies 
owned 20% or more and the wholly-owned insurance 
operations are accounted for by the equity method using 
their December year end financial statements. All signifi¬ 
cant intercompany transactions and accounts have been 
eliminated in consolidation. 

Foreign Operations: The company translates substantially 
all foreign currency accounts into U.S. dollars at exchange 
rates in effect at the end of each period for current assets 
(excluding inventories) and for substantially all liabilities; 
at historical exchange rates for inventories, property and 
related depreciation, and all other noncurrent assets; and 
at average exchange rates during the period for revenue 
and expenses. Exchange gains or losses are included in 
net income. 

Inventory: Merchandise inventories are valued at the lower 
of cost or market, using the retail method, on the last-in, 
first-out basis for certain domestic inventories and the 
first-in, first-out basis for the remainder. 

Property Owned: Land, buildings, leasehold improvements 
and equipment are recorded at cost. Major replacements 
and refurbishings are charged to the property accounts 
while replacements, maintenance and repairs which do 
not improve or extend the life of the respective assets are 
expensed currently. 

Generally, in the case of ordinary retirements, the cost of 
properties is charged to the allowance for depreciation 
and, in the case of extraordinary retirements such as those 
resulting from abandonments of locations and complete 
rebuilding at locations, the cost of properties retired and 
the accumulated depreciation thereon are eliminated 
from the accounts and the resulting gain or loss is taken 
into income. 

Depreciation: The company computes depreciation on 
owned property principally on the straight-line method for 
financial statement purposes and on accelerated methods 
for income tax purposes. Most store properties are leased, 
and improvements are amortized over the term of the 


lease but not more than 25 years. Other annual rates used 
in computing depreciation for financial statement pur¬ 
poses are 2% to 5% for buildings, 10% for store fixtures 
and 2% to 40% for other fixtures and equipment. 

Leased Property Under Capital Leases: See Notes (B) 
and (H). 

Licensee Sales: The company’s policy is to exclude sales 
of licensed departments from total sales. 

Pre-Opening Costs: The company follows the practice 
of treating as current period expenses those store oper¬ 
ating costs incurred prior to opening a new retail unit. 

Income Taxes: Deferred income taxes are provided on 
non-permanent differences between financial statement 
and taxable income. 

The company accrues appropriate U.S. and foreign taxes 
payable upon all earnings of subsidiaries, without regard 
to whether they have been or are intended to be perma¬ 
nently reinvested. Any additional taxes or credits related 
to subsequent distributions are determined and taken into 
account at the time of distribution. 

Investment Credit: The company uses the "flow through” 
method of accounting for investment credit whereby in¬ 
come tax expense is reduced for the period in which 
expenditures create the tax benefit. 

(B) Accounting Change 

During 1976, the Financial Accounting Standards Board 
issued Statement of Financial Accounting Standards 
No. 13 (FAS 13), Accounting for Leases. The provisions of 
FAS 13 derive from the view that leases which transfer 
substantially all of the benefits and risks incident to the 
ownership of property should be accounted for as the 
acquisition of an asset and the incurrence of an obligation 
by the lessee (capital leases). Under this method of ac¬ 
counting for leases, the asset is amortized using the 
straight-line method and the obligation, including interest 
thereon, is liquidated over the life of the lease. All other 
leases should be accounted for by recording periodic 
rental expense over the life of the lease (operating leases). 

During the fourth quarter of 1978, the company changed 
its method of accounting for leases of retail facilities 
opened prior to 1977 to comply with the provisions of 
FAS 13, and financial statements of prior years have been 
restated to apply such provisions retroactively. Prior to 
1978, the company, as was then the practice, accounted 
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Meldisco summarized financial information follows: 


for all leases of retail facilities as operating leases, except 
for leases of retail facilities opened in 1977, which were 
accounted for under the provisions of FAS 13. 

The effect of this change, which was not material to the 
results of operations, was to record assets and obligations 
for property under capital leases on the balance sheet. 
The change resulted in a reduction in income retained for 
use in the business of $33.3 million at January 26,1977. 

(C) Merchandise Inventories 

A summary of inventories by method of pricing and the 
excess of current cost over stated LIFO value follows: 


January 31, January 25, 

(Millions) 1979 1978 

Last-in, first-out (cost not 


in excess of market) 

Lower of cost (first-in, 
first-out) or market 

$ 

1,697.5 

678.4 

$ 

1,497.7 

650.9 


:T 

2,375.9 

V 

2,148.6 

Excess of current cost over 
stated LIFO value 

$_ 

131.1 

s_ 

72.8 


(0) Equity Company Information 

The company and G. J. Coles & Coy. Limited (“Coles”) 
developed the K mart concept in Australia through K mart 
(Australia) Limited ("KMA”), 51% owned by the company 
and 49% owned by Coles. In December 1978, the company 
concluded the restructuring of its investment in Australian 
retail operations by exchanging its 51% interest in KMA 
and certain other assets aggregating S65.6 million for 
36,154,000 newly-issued common shares of Coles, approx¬ 
imating the company’s 20% equity in the net assets of 
Coles at December 30,1978. The investment in Coles will 
be accounted for by the equity method. (See Note (I) for 
results of operations of KMA included in the consolidated 
financial statements to the date of exchange.) 

All K mart footwear departments in the United States are 
operated under licensee agreements with the Meldisco 
Division of the Melville Corporation, substantially all of 
which are 49% owned by the company and 51 % owned 
by Melville. Income earned under the licensee agreements 
in 1978 and 1977 of $74.3 million and $63.3 million is 
included in licensee fees and rental income. The com¬ 
pany's equity in the income of the Meldisco operations 
in 1978 and 1977 was $21.6 million and $17.0 million, and 
dividends in 1978 and 1977 were $17.8 million and $11.4 
million. 


Sales 

$ 496.0 

$ 438.4 

Net income 

$ 45.8 

$ 40.3 

Inventory 

$ 58.9 

$ 42.2 

Other assets 

49.2 

61.0 

Total assets 

108.1 

103.2 

Liabilities 

18.9 

20.2 

Net assets 

$ 89.2 

$ 83.0 

Equity of K mart Corporation 

$ 41.6 

$ 34.3 


Planned Marketing Associates, Inc. summarized financial 
information with respect to insurance operations follows: 


(Millions) 

Premium and other income 
Costs and expenses 
Net income 


1978 1977 

S 56.6 $ 64.8 

54.4 62,9 

$_£2 $_T9 


Cash and receivables 
Investments 

Policy acquisition costs 
and other assets 
Total assets 

Policy and claim reserves 

Other liabilities 

Equity of K mart Corporation 


$15.3 $ 9.1 

84.6 71.3 

49.2 49.8 

149.1 130.2 

69.7 61.9 

10.0 10.4 

$ 69.4 $ 57,9 


(E) Compensating Balances and Current Notes Payable 
The maximum amounts of aggregate short-term borrow¬ 
ings outstanding during 1978 and 1977 were $302.5 mil¬ 
lion and $172.7 million, respectively. The approximate 
average short-term borrowings outstanding during 1978 
and 1977 were $122.5 million and $101.8 million, respec¬ 
tively, at the approximate weighted average interest rates 
of 8.4% for 1978 and 5.9% for 1977. The weighted average 
interest rates were calculated using the average short¬ 
term borrowings for the year and the related interest 
expense. 


Arrangements were made with various lending banks 
during the year for an aggregate line of credit of $282.2 
million with interest rates approximating the “prime” lend¬ 
ing rate, none of which was being used at January 31, 
1979. Under such arrangements, it is expected that com¬ 
pensating balances will be maintained on deposit with the 
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K mart Corporation 


banks, which will average 10% of the line to the extent 
that it is not in use and an additional 10% on that portion 
being used. The company is free to withdraw the entire 
balance in their accounts at any time. In addition, arrange¬ 
ments have been made for lines of credit based on fees in 
lieu of compensating balances. 

(F) Estimated Income Taxes 

The effective income tax rate is reconciled to the Federal 
statutory rate as follows: 



Fiscal Year Ended 


January 31, 

January 25, 

(Millions) 

1979 

1978 

Income before income taxes 

$ 634.0 

$ 563.7 

Tax thereon, computed at 



statutory rate (47.83% in 

1978 and 48% in 1977) 

$ 303.2 

$ 270.6 

Increases (reductions) in 



taxes resulting from: 



State and local income 



taxes, net of Federal 
income tax benefit 

16.9 

16.6 

investment tax credit 
Equity in income of 

(15.7) 

(10.3) 

affiliated retail 
companies subject to 
iower tax rates 

(8.8) 

(7.0) 

Other 

_(3T) 

(2.1) 

Estimated income taxes 

$ 292.5 

3 267.8 

Effective rate 

46/1% 

47.5% 

Tax effects of timing 



differences are: 



Accelerated depreciation 

$ 13.1 

$ 11.3 

Capitalized leases 

(11.6) 

(10.6) 

Other 

( 3.9) 

( 2.3) 


$ (2-4) 

$ (1-6) 


ation of relevant statutes currently in effect and by utiliza¬ 
tion of available tax credits and deductions, totaled 
approximately $330.0 million at January 31,1979. 

(G) Long-Term Debt 

January 31, January 25, 


(Millions) 1979 1978 

6% convertible subordinated 
debentures due 1999 $ 200.0 $ 200.0 

4%% notes payable in 
varying amounts through 
December 16,1983, $1.3 million 
due within one year 7.2 8.5 

Other 3J> 37 

210.7 212.2 

Portion due within one year 1.4 1.4 

S 209.3 $ 210.8 


The debentures due 1999 are convertible into common 
stock at $35.50 a share. The indenture relating to the de¬ 
bentures provides that the company shall pay $11.0 million 
into a sinking fund on July 15 each year from 1985 to 1998, 
inclusive. The debentures are subject to redemption 
through the sinking fund at 100% of the principal amount, 
or at any time at the option of the company at prices de¬ 
clining from 105% to 100% of the principal amount after 
July 15, 1994. At January 31, 1979, 5,633,803 shares of 
authorized common stock are reserved for conversion. 

Under the long-term note agreement, $920.9 million of 
income retained for use in the business at January 31, 
1979, is available for payment of cash dividends. 

Principal payments on long-term debt for the five years 
subsequent to January 31, 1979, in millions, are: 

1980—$1.4; 1981 -31.4; 1982-$1.4; 1983-31.4; 1984-$2.4. 


The amounts shown on the balance sheets for deferred 
income taxes result principally from the difference between 
financial statement and income tax depreciation, reduced 
by the effect of accounting for certain leases as capital 
leases of $58.8 million at January 31,1979. The amounts 
related to current items are not material. 


Undistributed earnings of subsidiaries which have been 
or are intended to be permanently reinvested, or which are 
expected to be distributed free of additional tax by oper- 
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(H) Leases 

Description of Leasing Arrangements: The company con¬ 
ducts operations primarily in leased facilities. Store leases 
are generally for terms of 25 years with multiple five-year 
renewai options which allow the company the option to 
extend the life of the lease up to 50 years beyond the 
initial noncancellable term. Certain leases provide for 
additional rental payments based on sales volume in 
excess of a specified base. Also, certain leases provide 
for the payment by the lessee of executory costs (taxes, 
maintenance and insurance), and selling space has been 
sublet to other retailers in certain of the company’s leased 
facilities. 

Lease Commitments: Future minimum lease payments 
with respect to capital and operating leases are: 


Rental Expense: A summary of operating lease rental 
expense, estimated executory costs of all leases and short¬ 
term rentals follows: 

Fiscal Year Ended 
January 31, January 25, 

(Millions) 1979 1978 

Minimum rentals $ 172.7 $ 149.8 

Rentals based on sales volume 22.7 18.4 

Less sublease rentals (30.0) (28.5 ) 

$ 165.4 $ 139.7 


Reconciliation of Capital Lease Information: Capital lease 
amortization and interest charged to operations is recon¬ 
ciled to minimum capital lease payments as follows: 


Fiscal Year Ended 



Lease Payments 


January 31, 

January 25, 

(Millions) 

Capital 

Operating 

(Millions) 

1979 

1978 

Fiscal Year Ended January: 



Amortization of leased prop¬ 



1980 

$ 212.9 

$ 103.2 

erty under capital leases 

$ 69.1 

$ 62.7 

1981 

211.2 

103.1 

Interest expense related to 



1982 

209.0 

102.3 

obligations under capital 



1983 

207.0 

100.8 

leases 

115.1 

104.1 

1984 

204.0 

99.1 | 

Amounts charged to earnings 

184.2 

166.8 

Later years 

2,788.2 

1,331.6 

Related minimum lease 



Total minimum 



payments (excluding 



lease payments 

3,832.3 

1,840.1 

executory costs) 

(160.4) 

(145.3) 

Less—minimum sublease 



Excess of amounts 



rental income 


(163,9) 

charged over related 



Net minimum lease payments 

3,832.3 

$1,676.2 

minimum lease payments 

$ 23.8 

$ 21.5 


Less: 

Amount representing esti¬ 
mated executory costs (1,047.4) 

Amount representing 
interest (1,444,2) 

Present value of minimum 
lease payments, of which 
$46.8 million is due within 
one year $ 1,340.7 


The inclusion of capita! leases of foreign operations 
reduced currency fluctuation losses [Note(l)] in 1978 and 
1977 by $5.7 million and $4.7 million. 
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K man Corporation 


(I) Segment and Geographic Information 

The dominant portion of the company’s operations are in a single industry, retailing general merchandise through the 
operation of a chain of discount department stores. 

In addition, the company has both domestic and foreign operations which are summarized as follows: 

Fiscal Year Ended January 31,1979 


(Millions) 

U.S. 

Canada 

Australia 

Adjustments 

Consolidated 

Sales 

$10,681.7 

$604.9 

$408,9 


$11,695.5 

Income from retail operations 






before currency fluctuation 

$ 322.6 

$ 15.7 

$ 11.3 

$ (5.3) 

$ 344.3 

Currency fluctuation gain (loss) 

(.2) 

(2-5) 

_ (A) 

.1 

(2.8) 

Income from retail operations 

$ 322.4 

$ 13,2 

$ 11.1 

S (5.2) 

341.5 

Equity in income of insurance operations 





2.2 

Net income for the year 





$ 343.7 

Identifiable assets 

$ 4,350.4 

$309.2 



$ 4,659.6 

Investment in and advances to: 






Affiliated retail companies 





107.3 

Insurance operations 





69.4 

Total assets 





$ 4,836.3 



Fiscal Year Ended January 25,1978 


(Millions) 

U.S. 

Canada 

Australia 

Adjustments 

Consolidated 

Sales 

$ 9,064,2 

$572.1 

$305,1 


$ 9,941.4 

Income from retail operations 






before currency fluctuation 

$ 281.3 

$ 14.0 

$ 8.2 

$ (3.7) 

$ 299.8 

Currency fluctuation gain (loss) 

.9 

(2.9) 

(3.9) 

2.0 

(3.9) 

Income from retail operations 

$ 282.2 

S 11.1 

$ 4,3 

S (1.7) 

295.9 

Equity in income of insurance operations 





1.9 

Net income for the year 





$ 297,8 

Identifiable assets 

$ 3,904,5 

$274.0 

$218,0 


$ 4,396.5 

Investment in and advances to: 






Affiliated retail companies 





34.3 

Insurance operations 





57.9 

Total assets 





$ 4,488.7 


100% of sales and net income from Australian retail operations have been included under the caption "Australia.” The 
49% minority interest which exists with respect to Australian retail operations is deducted from net income from retail 
operations under the caption “Adjustments.” In December 1978, the company exchanged its 51 % investment in K mart 
(Australia) Limited and certain other assets for 20% of the total outstanding shares of G. J. Coles & Coy. Limited of 
Australia. [See Note (D)J 

Currency fluctuations reflect the effect of exchange rate changes recognized when financial statements of foreign 
operations are translated into U.S. dollars. 

Identifiable assets are those assets of the company that are identified with operations in a specific geographic area. 
Corporate assets (assets which are used by two or more geographic operations) are insignificant. Transfers between 
geographic areas are insignificant. 
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(J) Stockholders’ Equity 

: Changes in stockholders’ equity other than income retained for use in the business for the fiscal years ended 
January 31, 1979, and January 25, 1978, were as follows: 

Common Stock 

(Authorized 250,000,000 Shares 

($ in Millions) $1.00 Par Value) 



Shares 

Outstanding 

Amount 

Capital in 
Excess of 
Par Value 

Balance January 26,1977 

121,204,770 

$121.2 

$209.0 

Common stock sold under stock option 
and purchase plans 

445,011 

_ A 

10.7 

Balance January 25,1978 

121,649,781 

121.6 

219.7 

Common stock sold under stock option 
and purchase plans 

492,423 

_J5 

_9,9 

Balance January 31,1979 

122,142,204 

$122.1 

$229.6 


Ten million shares of no par value preferred stock with voting and cumulative dividend rights were authorized in 1969 
: primarily for possible use in acquisitions, but there are currently no plans for its use. 

At January 31, 1979, there was a total of 13,687,596 shares of common stock reserved for possible issuance under the 
■ company’s Stock Option Plan, Stock Purchase Incentive Plan, Performance Award Stock Plan and for conversion of 
- the 6% convertible subordinated debentures. 


(K) Earnings Per Common and Common Equivalent Share 
Earnings per common and common equivalent share were 
computed by dividing net income by the weighted average 
number of shares of common stock and dilutive common 
stock equivalents outstanding during each year. In making 
the computation for 1978 and 1977, common shares at the 
beginning of the year were increased by the number of 
shares issuable on conversion of the 6% convertible de¬ 
bentures (issued in 1974) and net income was adjusted for 
interest expense net of the related tax effect. The number 
of common shares in both years was increased by the 
number of shares issuable under the Stock Option and 
Stock Purchase Incentive Plans, less the number of shares 
which were assumed to have been purchased at average 
market prices with the proceeds of sales under the plans. 

(L) Pension Plans 

The company and its subsidiaries have non-contributory 
pension plans covering most employees. Total pension 
expense for 1978 was $35.1 million as compared with 
$27.5 million for 1977. The company's policy is to fund 
pension costs accrued. At December 31,1978, fund assets 
were in excess of the value of vested benefits. At February 
1,1978, the company effected certain plan improvements 
which increased 1978 pension costs by approximately 
$4.9 million. 


(M) Stock Purchase incentive, Option and 
Performance Award Plans 
Information on these Plans is summarized below: 
STOCK PURCHASE INCENTIVE PLAN 


Shares available for purchase 

Number of Shares 
1978 1977 

at beginning of year 

Shares purchased during the 
year through payroll de¬ 
duction at $20.78 and $24.07 

4,056,389 

4,500,000 

per share, respectively 

Shares available for 

(491,941) 

(443,611) 

purchase at end of year 

3,564,448 

4,056,389 


Under the Stock Purchase Incentive Plan approved by 
the stockholders in May 1976, employees of the company 
or of certain subsidiaries who have completed one year of 
service are eligible to purchase 4,500,000 shares of 
common stock through June 1981, at the lower of 85% of 
the market value on the first or last day of each plan year. 
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Kmart Corporation 


STOCK OPTION PLAN 



Number of Shares 

Available for grant at 

1978 

1977 

beginning of year 

Under option at beginning 
of year ($29.31 to $38.15 

37,780 

173,580 

per share) 

Reserved for additional 

951,565 

1,041,675 

grants under 1973 plan 
Options: 

Granted ($25.06 to $29.38 

2,000,000 


per share) 

635,900 

166,600 

Exercised ($29.94 per share) 
Cancelled ($25.19 to $38.15 


1,210 

per share) 

Under option at end of year 

56,080 

255,500 

($25.06 to $37.63 per share) 
Options exercisable at 
end of year ($25.06 to 

1,531,385 

951,565 

$37.63 per share) 

Available for grant 

1,031,733 

812,473 

at end of year 

1,457,960 

37,780 


in June 1973, the stockholders approved the 1973 Stock 
Option Plan. Any option granted under the 1973 plan shall, 
as designated by the Stock Option Committee at the time 
of the grant, be either an option, which is qualified under 
the Internal Revenue Code, as amended (a “Qualified” 
option) or an option which is not qualified (a "Non- 
Qualified” option). Under the 1973 plan, 1,000,000 shares 
were reserved for granting of options to officers and key 
employees at 100% of the fair market value on the date of 
grant. Options under this plan expire from five to ten years 
after the date of grant and are exercisable in annual 
installments, except that options granted to optionees 
over age 61 at the date of grant are exercisable in total 
at such date. 

During 1978, the stockholders approved two amendments 
to the 1973 Stock Option Plan. The first was to reserve an 
additional 2,000,000 shares of common stock. The second 
amendment provides for stock appreciation rights appli¬ 
cable to both currently outstanding options and to options 
granted in the future, which would allow the Stock Option 
and Award Committee to approve the request of an 
optionee who is an officer or director to surrender all or 
part of an option in return for stock, cash or a combination 
of both (at the Committee’s discretion) equal to any 
appreciation in the value of the surrendered shares over 
the option price. This feature of the Plan will be limited to 


officers and eligible directors (currently 24 persons) be- • 
cause of the limitations applicable to them in dealing with 
such shares under the Securities Exchange Act of 1934. 
The total number of shares which may be received pur¬ 
suant to a stock appreciation right shall not exceed the 
total number of shares subject to the related option. A 
stock appreciation right may be exercised only to the 
extent that the related option is exercisable. Compen¬ 
sation expense (none in 1978) is recorded to the extent 1 
that the market price of qualifying exercisable options 
exceeds the grant price. 

PERFORMANCE AWARD STOCK PLAN 

During 1978, the stockholders approved the Performance ■ 
Award Stock Plan. Under this plan, 1,500,000 shares were ' 
reserved to be awarded to officers and key employees. " 
The Stock Option and Award Committee will establish the ■ 
performance standards and determine the formula to 
vaiuate the awards. As of January 31, 1979, no awards ' 
have been granted. 

(N) Replacement Cost (Unaudited) 

The company’s annual report on Form 10-K (a copy of 
which is available upon request) contains specific infor- ' 
mation with respect to replacement costs of inventories 
and productive capacity for the two-year period ended 
January 31, 1979, and the approximate effect which 
replacement cost would have had on the computation of 
cost of sales and depreciation expense for the two years 
then ended. 

The impact of replacement cost on inventories and 
related cost of sales has been substantially accounted for 
by the company through the use of the LIFO method of, 
inventory valuation and the required inventory disclosures 
of related regulations. The impact of inflation has resulted 
in higher replacement costs per square foot of productive . 
capacity. Such inflation increases have been offset by 
corresponding increases in sales per square foot while 
substantially maintaining gross margins on sales. 
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(O) Quarterly Financial Information (Unaudited) 

Each of the quarters includes 13 weeks except for the fourth quarter of 1978 which includes 14 weeks, information 
presented below has been restated to retroactively include the effect of capital leases for retail facilities opened prior to 
1977 to conform to Financial Accounting Standard No. 13, Accounting for Leases, the effect of which was not 
significant to results of operations. 

CONSOLIDATED STATEMENTS OF INCOME (Unaudited) 


(Millions) 

_Quarter 


1978 

First 

Second 

Third 

Fourth* 

: Sales 

$2,268.2 

$2,772.6 

$2,782.8 

$3,871.9 

Licensee fees and other income 

22.5 

36.0 

31.9 

48.5 

Gross revenue 

2,290.7 

2,808.6 

2,814.7 

3,920.4 

Cost of merchandise sold 

1,671.9 

2,024.4 

2,048.3 

2,821.1 

■ Selling, general and administrative expenses 

Interest—net 

523.4 

598.9 

602.1 

778.4 

Debt 

3.5 

4.3 

7.3 

1.7 

Capital leases 

27.6 

27.9 

29.3 

30.3 

; Income before estimated income taxes 

64.3 

153.1 

127.7 

288.9 

. Estimated income taxes 

30.3 

72.5 

60.8 

128.9 

; Income from retail operations 

34.0 

80.6 

66.9 

160.0 

Equity in income of insurance operations 

.4 

.5 

.9 

.4 

Net income 

$ 34.4 

$ 81.1 

$ 67.8 

$ 160.4 

Warnings per common and common equivalent share 

$.28 

$.65 

$.54 

$1.27 

♦Fourth quarter of 1978 includes 14 weeks. 







Quarter 


1977 

First 

Second 

Third 

Fourth 

Sales 

$2,016.8 

$2,336.9 

$2,404.7 

$3,183.0 

Licensee fees and other income 

25.5 

30.7 

30.8 

36.4 

Gross revenue 

2,042.3 

2,367.6 

2,435.5 

3,219.4 

Cost of merchandise sold 

1,485.3 

1,704.2 

1,788.0 

2,321.8 

•Selling, general and administrative expenses 

Interest—net 

447.0 

503.9 

495.3 

639.3 

' Debt 

2.4 

2.8 

4.8 

2.2 

Capital leases 

25.2 

25.7 

26.2 

27.0 

Income before estimated income taxes 

82.4 

131.0 

121.2 

229.1 

Estimated income taxes 

40.5 

63.6 

58.8 

104.9 

Income from retail operations 

41.9 

67.4 

62.4 

124.2 

Equity in income of insurance operations 

_ .5 

.5 

.5 

.4 

.Net income 

$ 42.4 

$ 67.9 

$ 62.9 

$ 124.6 

Earnings per common and common equivalent share 

$.35 

$.54 

$.51 

$.99 


Cost of merchandise sold was calculated during each interim period utilizing Quarter 1978 1977 

estimated gross profit rates, including an estimate of inflation in the prices 

of merchandise purchased during the year. If the results of the physical First $ $.01 

inventory and the annual rate of inflation determined by using the Bureau of Second .01 

Labor Statistics Department Store Index had been known on a quarterly Third .04 .01 

basis, earnings per share would have been increased (decreased) as follows: Fourth (.04) (.03) 
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Officers 


1 Robert E. Dewar 
Chairman of the Board 
and Chief Executive Officer 

2 Walter H. Teninga 

Vice Chahman of the Board 
and ChirfFinancial 
and Development Officer 

3 Ervin E. Wardlow 
President 

and Chief Operating Officer 

4 Bernard M. Fauber 
Senior Executive Vice President 
and Chief Administrative Officer 

5 Grant W. Morck 
Executive Vice President, 

Store Management 

6 Russell A. Hansen 
Executive Vice President, 
Merchandising 

7 Richard H. Falck 
Senior Vice President 
and Treasure}- 


8 Robert E. Brewer 
Senior Vice President, 



9 Samuel G. Leftwich 
Senior Vice President, 

Personnel and Employee Relations 

10 A. Robert Stevenson 
Vice Presidetit, 

Government and Public Relations 
n Harold O. Scarlett 
Vice Presidmt, 

Construction 

12 Kenneth L. Dunkel 
Vice Presidmt, 

Merchandise Systems 

and Distribution Center Operations 
(Retired 1-31-79) 

13 Richard O. Williams 
Vice President, Sales 

and Gmeral Merchandise Manage}- 

14 David P. Walling 
Vice Presidmt 

and Gmeral ContivUer 
ij Roger E. Davis 
Vice Presidmt, 

Gmeral Counsel and Secretary 


16 John P. Johnson 
Vice Presidmt, 

Real Estate 

17 Arthur E. Riley 
Vice President, 

Eastern Region 

18 Carl L. Bloom 
Vice President, 

Central Region 

19 Lee W. Zane 
Vice President, 

Midwestern Region 

20 Edward C. Andrews 
Vice President, 

Southern Region 

21 Harold E. Wilcox 
Vice President, 

Western Region 

22 Arnold H. Bachner 
Cbainnan of the Board 
and Chief Executive Officer 
I< mart Apparel Cmp. 

23 William A. Saum 
President 

and Chief Operating Officer 
K mart Apparel Cmp. 

24 Donald E. Hodgson 

President 

and ChiefOperating Officer 
Kmart Enteiprises, Inc. 

25 Chester E. Bovd 
Chairman of the Board 
and Chitf Executive Officer 
K mart Enteiprises, Inc. 

26 Frank A. Leier 
Executive Vice President 
and ChiefOperating Officer 
Kmart Canada Limited 

27 Rolland Lawson 
President 

and Managing Director 
K mart Canada Limited 

28 Ralph D. Schiller 
Vice President 

Kmart Fashion Accessories 

29 S. Howard Schiller 
President 

K mart Fashion Accessories 

30 Royee G. Hunter 
President 

and ChufExecutive Officer 
Planned Marketing Associates, Inc. 
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Directors 


A. H.Aymond+ 6 
Chairman of the Board of 
Consumers Power Company 
Arnold H.Bachner 
Chairman if the Board and 
Chief Executive Officer if 
KmartApparel Carp. 

William H. Baldwin 12 3 s 
President and a Trustee of 
The Kresge Foundation 
Dale R. Corson 
Chancellor of Cornell University 
Harry B. Cunningham ■ 2 + 3 6 
Honorary Chairman if the Board 
Robert E. Dewar 12 
Chairman of the Board 
Bernard M. Fauber “ 

Senior Executive Vice President 
Carl A. Gerstacker 2 + 

Chairman if Finance Committee of 

The Dow Chemical Company 

Martha W. Griffiths 3 4 

Partner, Law Firm if Griffiths & Griffiths 

Russell A. Hansen 

Executive Vice President 

David B. Harper 3 6 

President of Gateway National 

Bank if St. Louis 

Rolland Lawson 

President and Managing Director if 

K mart Canada Limited 

J. Edward Lundy 2 

Executive Vice President of 

Ford Motor Company 

Paul W. McCracken 2 s s 

Edmund Ezra Day Unireisity Prfessor f 

Business Administration, Graduate School if 

Business Administration, 

University of Michigan 
Grant W. Morck 
Executive Vice President 
Robert W. Purcell 2 J * 

Business Consultant to Rock fella- 
Family & Associates 
Walter H.Teninga 12 
Vice Chairman of the Board 
Ervin E. Wardlow' 2 
President 


Executive Offices 


Kmart Corporation 
3100 West Big Beaver Road 
Troy, Michigan 48084- 
Telephone (313) 643-1000 


Subsidiaries 

Kmart Canada Limited 
Toronto, Ontario, Canada 

Kmart Apparel Corp. 

North Bergen, New Jersey 

Kmart Enterprises, Inc. 

Royal Oak, Michigan 

Planned Marketing Associates, Inc. 
Dallas, Texas 


Annual Meeting 

The Annual Meeting will be held 
Tuesday, May 29,1979, at 9:00 a.m., 
Detroit time, at Kmart International 
Headquarters, 

3100 West Big Beaver Rd., 

Troy, Michigan. 


; Member of Executive Committee 
2 Member of Finance Committee 
j Member of Audit Committee 
4- Member of Compensation Committee 

5 Member of Nominating Committee 

6 Member of Stock Option 

ami Award Committee 


Transfer Agents 
and Registrars 

National Bank of Detroit 
Detroit, Michigan 

The Chase Manhattan Bank N.A. 
New York, New York 

United California Bank 
Los Angeles, California 


Form 10-K 

A copy of the company’s 
Form to-K annual report for 1978 
to the Securities and Exchange 
Commission will be furnished 
without charge to any shareholder 
upon written”request to: 

Mr. David P. Walling 
Vice President 
Kmart Corporation 
3100 VVest Big Beaver Road 
Troy, Michigan 48084 
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